DATE: January 22, 2013

TO: Interested Parties
FROM: William E. Hamilton
RE: State Transportation Borrowing and Debt Service

This memo updates previous memos on state transportation borrowing and debt service based on
actual debt service expenditures and bonded debt balances through September 30, 2012.

Authority for Transportation Bond Program

Article IX, Section 9 of Michigan's 1963 Constitution mandates that revenue from specific taxes on
motor fuels and vehicle registrations be used exclusively for transportation purposes. The section
also states that, "The legisiature may authorize the incurrence of indebtedness and the issuance of
obligations pledging the taxes allocated or authorized to be allocated under this section, which
obligations shall not be construed to be evidence of state indebtedness under this constitution." This
language gives constitutional authorization for debt secured by constitutionally-restricted
transportation revenue, and indicates that transportation notes and bonds issued under the authority
of the section are not general obligations of the state of Michigan.

This constitutional authority is put into effect in statute by 1951 PA 51 (Act 51) which authorizes the
State Transportation Commission to issue notes or bonds by pledging as payment constitutionally-
restricted transportation revenue. Act 51 also authorizes the State Transportation Commission to
issue notes or bonds in anticipation of federal revenue, and authorizes the refunding of previously
issued bonds.

Section 18b of Act 51 requires that the State Transportation Commission, prior to issuing notes or
bonds, adopt a resolution providing a pledge of payment of the notes or bonds from constitutionally-
restricted transportation revenue. Section 18b also requires that the resolution contain a brief
statement describing the projects for which the notes or bonds are to be issued, including estimated
cost of the projects, or a description of the notes or bonds to be paid or refunded from the proceeds.

Section 18k of Act 51 requires that the State Transportation Commission provide to the House and
Senate Appropriations Committees the list of projects for which notes or bonds are to be issued at
least 30 days before the notes or bonds are issued. If the State Transportation Commission
determines that the projects for which bonds were issued should change, Section 18b(4) requires
that the Commission adopt the change by resolution, and that notice of intention to adopt the
resolution be given to the House and Senate Appropriations Committees. Although Act 51 includes
these notification provisions, the act does not require legislative authorization for the State
Transportation Commission to issue notes or bonds, and does not give the appropriations
committees or legislature as a whole authority to approve or reject the proposed project list.

Proceeds from the sales of notes or bonds can be used only for projects included in the note or bond
resolution project list. However, the proceeds are not earmarked for any particular project or projects
on the list. Some of the projects on the list may be constructed using other state-restricted or federal-
aid revenue sources; some may not be constructed at all. Projects on the bond project list simply
represent the pool of projects for which the bond proceeds may be used.
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As of September 30, 2012, total outstanding STF debt was $2.046 billion, of which $741.5 million
was related to federal grant anticipation bonds.

The department has indicated that there are several reasons for recent bonding programs. Bonding
allows the department to advance projects which could be more costly to build in the future due to
construction price inflation. By advancing projects, the economic benefits of improved transportation
facilities are realized sooner. In addition, advancing projects serves as a stimulus to the state
economy. The recent transportation bond program has taken advantage of historically low interest
rates.

Although current debt service is well within statutory limits, there has been concern that future debt
service obligations could affect the department's ability to sustain its road and bridge program.
Bonding has helped the department "frontload" the road and bridge reconstruction program, and
helped the department reach its pavement performance goal of 90% state trunkline pavement in
“good" condition by 2007. However, the department has indicated that "existing investment level will
not sustain that condition.” Anticipated reductions in the state trunkline road and bridge
reconstruction program are due, in part, to increased debt service claims on STF revenue, coupled
with fiat or falling transportation revenues.’

Current Debt Service and Interest Rates

As STF debt began to increase, debt service also increased - from $47.2 million in FY 2000-01 to
$187.6 million in FY 2005-06. Over the last three fiscal years (FY 2009-10 through 2011-12) STF
debt service averaged over $215 million. STF debt service will be approximately $215 million for FY
2012-13 and $219 million per year from 2014 through 2020.°

Excluding taxable Build America Bonds issued in 2009, the average interest rate on STF bonds
ranges from 4.13% to 5.76%. Of the ten bond series issued by the department since 2000, all but
one has an average interest rate of 5.00% or less.’

The department, in accordance with State Transportation Commission policy, looks to refund (i.e.
refinance) debt when it can achieve a present value savings of 3% or more.

Transportation Debt and Debt Service History

The tables and charts on the following pages show the history of state transportation debt and debt
service from FY 1994-95 through FY 2012-13. The outstanding note and bond amounts through FY
2011-12 are taken from the department's annual financial reports. The debt service amounts through
FY 2011-12 are based on actual debt service payments as recorded in the state's accounting
system. Debt service amounts for FY 2012-13 reflect budgeted amounts based on anticipated debt
service schedules.

® Source: MDOT's five-year (2010-2014) transportation program.

This anticipated debt service is based on MDOT debt service schedules updated in 2012. Debt service
includes debt service on federal grant anticipation bonds.
" As described more fully in the Summary of Recent Bond Issues on subsequent pages, in 2009 the department
issued Build American Bonds. While the nominal interest rate on these taxable bonds, 7.63%, is higher than
other STF bonds, the federal government reimburses the department 35% of the annual interest payment made
to bondholders.
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Figure 2
State Trunkline Fund
Debt Service

$250 -
DFederal (GARVEE) 218.2 Bw.mmdm.m 217.8
$200 asT 187.6 188.1 Bl
158.5 168.5
o $150 - [ ] I..
c
o 116.6
= $100 { 830 45,
66.7 :
582 59.7 59.6 5738 -
47.2 472 =
$50 ;
$0 berss o6 | 1058 195706 ) i 59| 19952000 | 2000-01 2062 03 Imgwl..lg.. 28007 | 280708 | a T n&@ll&wﬂf jn Nm.._u.,._u
Total 41,208,728 ! 58,185,515 | 58,737,132 | 59,577, 57,750,999 | 47,208, 47,200,259 | 66,692,809 | 82,963,540 | 75,185,510 | 116,625,751 | 187,579,283 | 158,466,388 | 188,132,125 158,457,992 ( 218,235,895 | 213,504,086 | 215,233,923 | 217,801,500
_ﬂmonnah {GARVEE) | - A— 7.331,174 | 8,188,877 | 7,373,848 | 42,101,793 | 82,970,510 | 53,666,746 | 53,109,380 | 22,783,230 | 58,122,345 | 45,832,006 | 45,842,620 | 45,866,700
_Bm._.v. 41,208,728 * 68,185,515 | 59,737,132 | 59,577,357 | 57,750,809 | 47,208,090 :homMmW. mn;.ulﬂwum .I.NNQ@B 87,811,662 | 74,523,958 | 84,608,773 | 104,798,642 | 135,022,745 | 135,674,782 | 160,113,550 | 167,672,080 | 169,391,303 | 171,934,800
Fiscal Year
House Fiscal Agency 6 1/22/13




Comprehensive Transportation Fund - Figures 3 and 4

Comprehensive Transportation Fund bonds are used to fund public transportation capital projects,
including the purchase of buses for transit agencies, construction of bus transit and intermodal
terminals, and rail passenger and rail freight projects. CTF bond proceeds have also been used to

support certain airport improvement projects.

Figure 3
Comprehensive Transportation Fund Outstanding Debt
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Figure 4
Comprehensive Transportation Fund
Debt Service
$35 l
$30 285, , 25:.4 ZF-; 8 2&8 2%9 2%8 237.9
$25 23.1 555 23.1 3 BB RERR
toe 2 22800210 510 217 314215 || | 11 L
2 $20- M ] ER N rRENERE 110 | 11 1] 199 486
K= | EE B BEEREREERER 111 =
2 sl ] 1 |1
T W | ] [ [ . : : 1
$5 | ] ‘1 ]
$0 = : o La T T T ] T T : d T T T .' % T el
) A D > & & ) A & O N aw
Q"vq il OSO&UQ q‘s\g q“’g&w@g @09 @\9 0&9 Q&P“@PP @‘ﬁo@b}) & g @Q’D 0&’\ 0"0’\ 0"\'\ 0'3"\
R R S N S S A S S S S
Fiscal Year
1/122/13

House Fiscal Agency 7




eL/eeiL 8 Kouaby |eosi4 asnoH

‘pPaJOBUS JOU SEM 3SE3JOUI
xe} (asalp pasodoid ay| "saxej} [9ny JOjow |8saIp Sy} Ul aseasou pesodold B WOJ SWOD SABY O} SeM Jeak Jad
uoljiw 0'8$ ‘UoRIPPE U] 4S8 au} Jo uonaidap ay} pUE BNUBABI dD/4D Ul UOKINPAI JO @snedaq £0-200C A4 U!
papuadsns sem jnq ‘sieak |easl OM] }SIly BU} JO} Spew Sem Jajsuel} 4Sg uolliw Ge$ 8L '9L-GL0Z A4 Ul Buipus
pue 10-000Z A4 Ut Buluuibaq pousd Jeak-usaixis e 10} (4S9) pund uoRez|igels 196png auy wouy uogeudoidde
uoliw GE$ [enuue ue woy ‘Wed u ‘awod aney o} sem weiboid puoq || ueBIYJIN PliNg 8y} Joj BJIAIBS 198Q

‘uonedioiyed joafoid [esaps) Jo SSO|
ayy Aq 19sy0 aJe uswubiie Aemybiy [euy oy Joud Aem jo ybu Buiseyaind ul panaiyoe sbuines 1s0) pie (B1apa)
Jo} 9jqibiaur 1oalosd aiua sy} sexew Aem o Jybu jo aseydind adueApE JO 8S( JUNOJJE Kem jo jybu jo sseyoind
@oUBApE 3y} JO @sn 3y} panuguodstp Ajjusnbasqgns juswpedsp ay| '@oUBJES|D [BJUSLUUOIIAUS puE Buusauibud
Areuiwijeud Apee jo uona|dwod ay) Jo asueape ui Aem 4o By paseyoind uswpedep 8y} ‘weiboid sy} Japun 4

"200Z Ul panss| aiam sajou JIAHVYO [BUORIPPY "SBj0U asay}
Jo juswAedas ainoas 0} weisboid Aemybiy pie [eJopa) Sy} WO dNUBASI pajedionue pabpajd ajejs ayl
‘(Aunew Jeak Q| uey) SS9|) SOJOU WIS} HOYS palapisuod alam asay] ‘(1) uebiyoiy ppng) siosloid
aulpjuny} ayels pawwelboid Ajsnoiaaid Sjeiajeaoe 0} panss! a1am ‘L00Z AN ul panss! ‘sejou asayL

$3JoN ANV 000°000°00%$ — L00Z

) ¢ weiboud siy} Japun panss| alam

Spuoq [BUOIPPE OU ‘JanamoH “weiboud ||| ueBIydIN pling 8y} Japun Buimollog ul uoljiw 0°006$ 0 dn
pazuoyjne pey UOISSIWWOY uojepodsuel] ajelS syl "sjosfoid Juawdo[@ASp JIWOUOID |BJ0| SE [|IM
se ‘sjoaloid Juawanoidwi Ajoeded pue UOKINIISUOII SEJS JO Jaquinu e BulajoAul wesboud e ‘welboid
puoq ||| ueBiydIN pling 8y Jo aseyd Isiy ay} aq 0} papudjul d1am ‘L00Z AInr Ul panss| ‘spuoq asay L
spuog Jjj uebiyany piing 41S 000°00Z2'80€$ — 1002

‘spuoq panssi Ajsnolaaid asueuyal 0} 410 uoljiw 9'ge$ pPue 41§ uolliw 6°LLES
spuog Buipunjay 410 pue J1S - 8661

o Aem jo Jybu

Jo aseyoind aoueApe o} pasn Sem uoljiw 0'0Z$ ‘ueds [eulblo ay) jo uonejiqeyss pue ueds puodas
ay} Jo uononuisuod Buipnjoul sjoafosd abpug Jsjep enjg ‘Wed ul ‘sdueuy 0} PasSN SEm uolj|iw 0'ses
spuog 41S 000'000°5S$ — 9661

‘gj09(oid auipjunyy ajeys Joy Ajaunua pasn
spuog 41S 000'000°05L$ — ¥661

'spuoq uojebiiqo 419

Ul uoliw £°Z€¢ penssi juswiedap ey} ‘awi suwes ayl ly 1qap Bunsixa punjal o} pasn sem spasdoid
puoq ay} JO douejeq 8yl -,ASUOW M3U, SBM UOIIW 9EGZ$ UDIUM JO ‘Uolil Z'EGES Sem anssl
puoq uebiyoiy ping (e10} 8y1 ‘syoafoid abpug [eoyu) |e20| Joj pasn sem spadooid puoq 8y} jo uoljiw
0°'06¢ Ajerewixoidde ‘uonippe u| °sjoaloid auipjUNI) SjelS o) SpUNy [BJAP3) Ydjew o} pasn Ajuewld
spuog uebiyoiy piing 41S L90'819°€92$ — 2661

-sj09f0d Aem-j0-jybu dulpUNI} SJE}S JO} pasn sem spaadold
puoq [euibuo ay woy uoliw 0g$ Alelewixoidde ‘sjoefoid Jga L Joj pasn spuny ayj o} uolippe Uj

‘6uisue ul doo |eyded ay) buipesbdn pue ‘Yoseg ul UOIONIISUODDI

Aemaal4 uosineg ‘AlunoD puepieO Ul uoisudxe peoy AusbbeH ayy asom syoaloid paisi) ayy
Huowe papnjou] ‘9jels ay} 0} SIdjsuel) [BUOROIPSUIN{ puB SpeOJ |BJ0| JO Buipeibdn ayy paAjoAul YoIym
sjoaloid sapnioul auo JI %6S — S1oafoid aulpjunl) S)els Joj Pasn SISM Spunj 3Y3 JO %8E Ajerewixolddy
‘spoalosd (4g3L) JuswdoaAap OlWOUODS [BO0| pue SjElS JO Jaquinu e adueul 0} Aewnd pasn
spuog 41S 905'6.L'S€L$ — 6861

sonss| puog juadady jo Aiewwng
weiboid puog uoneuodsuel|



2001 - CTF Refunding Bonds
In July 2001, at the same time the department issued the Build Michigan Iil bonds and GARVEE
notes, it refinanced $27.8 million in CTF bonds.

2002 - $82,310,000 CTF Bonds

On July 19, 2002, the State Transportation Commission authorized the sale of up to $160.0 million in
CTF bonds. Bonds were issued in August 2002 for a number of public transit capital projects,
including rail freight track rehabilitation projects, local public transportation bus and facility projects,
intermodal terminal projects, and rail passenger projects. The State Transportation Commission-
approved bond project list identified $88.5 million in various CTF projects, plus $60.0 million for
various ASAP airport safety and security projects.’ However, none of the proceeds were used for
ASAP projects, and no additional CTF bonds were issued under this authorization. As described
further below, the department issued bonds for the ASAP program in 2003 under a separate
authorization from the State Transportation Commission. The approved project list was last revised
by the State Transportation Commission at its July 29, 2010 meeting.

2002 - $200,000,000 GARVEE Notes

On September 19, 2002, the department issued an additional $200.0 million in short-term federal-aid
grant anticipation notes intended to accelerate previously programmed state trunkline projects (Build
Michigan Il). This was the second series of notes issued under this program bringing total GARVEE -
borrowing to $600.0 million. In 2005 the department converted a large part of the short-term
GARVEE notes into longer-term STF bonds (see below). The final payment on the remaining short-
term notes, $32.1 million, was made in FY 2007-08.

2002 - CTF and STF Refunding Bonds

In May 2002, the department sold $89.6 million in CTF refunding bonds. The total proceeds
(including premium) refinanced $95.6 million in CTF bonds. In August 2002, the department sold
$97.9 million in STF refunding bonds. The total proceeds (including premium) totaled $104.5 million.

2003 - $35,020,000 CTF/ASAP Bonds

In April 2003, the State Transportation Commission authorized the sale of up to $38.0 million in CTF
bonds. The approved bond list was identical to the one approved in 2002 — $88.5 million in various
CTF bond projects and $60.0 million for ASAP airport improvement projects. The department sold
$35.0 million in CTF bonds in July 2003 ($36.4 million net proceeds). The department identified $24.0
million from the bond proceeds as related to the ASAP program. The approved project list was last
revised by the State Transportation Commission at its July 29, 2010 meeting.

In 2006, the department sold additional CTF bonds under a separate authorization, of which $36.0
million was identified as for the ASAP program. See below for additional description.

2004 — $185,710,000 STF Bonds

At its October 30, 2003 meeting, the State Transportation Commission approved a preliminary
resolution regarding the sale of up to $480.0 million in new STF bonds. The Commission gave final
approval for the issuance of these bonds on July 29, 2004. The bond list identified a total of 125

1° ASAP represents the "Airport Safety and Protection Plan," a bond program funding airport safety and security
projects. The bond project list identified $60.0 million in ASAP bond program funds. Total ASAP project costs,
including federal, local, and other state revenue, totaled approximately $1.1 billion.

Although ASAP debt service is shown as State Aeronautics Fund (SAF) in the transportation appropriations
acts, the bonds are guaranteed with CTF revenue; the State Transportation Commission has no constitutional or
statutory authority to issue bonds secured with SAF revenue. The SAF revenue for the debt service
reimbursement was guaranteed through an earmark of certain Airport Parking Tax revenue made in Public Act
680 of 2002 (House Bill 4454) and Public Act 135 of 2006 (House Bill 5154).

House Fiscal Agency 9 1/22/13
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Note that there were two parts of the Local Jobs Today program: the local advance-construct loan
program using the STF or GARVEE bond proceeds to be issued under this 2006 authorization; and
the $80 million local federal-aid grant program authorized under the revised project list for the 2004
STF bonds.

In September 2007, the department sold $485.1 million in GARVEE bonds under this authorization.
The total proceeds from the sale, including premium, totaled $503.8 million.

Note: At its March 27, 2008 meeting, the State Transportation Commission also approved a
preliminary resolution regarding the sale of up to $150.0 million in new STF or GARVEE bonds. This
proposed bond issue was related to Governor Granholm's Economic Stimulus program which would
advance $150.0 million projects originally slated from construction in 2009 into the 2008 construction
season. As noted below, the department sold grant anticipation bonds under the Jobs
Today/Economic Stimulus authorizations in 2009.

2009 - $281,910,000 STF Jobs TodaylEconomic Stimulus Build America Bonds

In June 2009, the department sold $281.9 million of federal "Build America Bonds." These were a
new type of grant anticipation bond; Build America Bonds were authorized under provisions of the
American Recovery and Reinvestment Act of 2009. Debt repayment was secured by anticipated
revenue from the federal-aid highway program.

Unlike other bonds issued by the department, Build America Bonds are not tax-exempt. As a result,
the nominal interest rate on the bonds is higher than other department-issued bonds. However, under
provisions of the Build American Bond program, the department will receive an interest rebate from
the Internal Revenue Service equal to 35% of the of the annual interest payment made to
bondholders. Of the $21.5 million in annual scheduled debt service, the anticipated annual IRS
rebate amount is $7.5 million.

The department indicated that $138 million of the bond proceeds related to the Jobs Today program,
and $150 million was for the Economic Stimulus program. After issue discount, the actual proceeds
from the bond issue totaled $280.0 million.

2009 - $42,335,000 CTF Refunding Bonds
In January 2008, the State Transportation Commission authorized the sale of up to $70 million in CTF
refunding bonds. The authorization was amended in August 2008.

In May 2009, the department sold $42.3 million in CTF bonds. The sale proceeds, including issue
premium, totaled $44.6 million. The proceeds from this issue were used to retire previously issued
CTF bonds, reducing total CTF debt service by approximately $41 million over three fiscal years — FY
2008-09 through FY 2010-11. Because of the nature of the refunding, the appropriation for debt
service during those years was not reduced. According to IRS regulations the CTF debt service
savings was instead transferred to a CTF bond proceeds account for subsequent expenditure on
public transportation capital projects. This debt service treatment, i.e. the appropriation and
subsequent transfer to a CTF Bond proceeds account, was recognized in three fiscal years as follows:
FY 2008-09, $15,377,500; FY 2009-10, $12,758,400; FY 2010-11, $13,167,700.

2009 - $146,190,000 in STF New and Refunding Bonds

In January 2008, the State Transportation Commission authorized the sale of up to $290.0 million in
STF refunding bonds. The authorization was amended March, 27, 2008. In November 2009, the
department sold $146.2 million in STF bonds. The sale proceeds, including issue premium, totaled
$155.5 million. The proceeds from this issue were primarily used to retire previously issued STF
bonds; $4.0 million of the proceeds were used to finance state trunkline projects.

House Fiscal Agency 11 1/22/13
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Figure A

Michigan's Transportation Budget - FY 2012-13

Article XVii, 2012 PA 2000
Summary by Appropriated Fund Source

State-Restricted Funds $2,165,645,300 62.5%
. Federal Funds 1,221,830,100 35.2%
Local/Private/Other Funds 55,712,100 1.6%
General Fund/General Purpose 23,000,000 0.7%
Gross Appropriations $3,466,187,500 100.0%

Michigan's

Transportation Budget
FY 2012-13
General Fund/Generai

Purpose
0.7%

Local/Private/Other Funds
1.6%

Federal Funds
35.2%

State-Restricted Funds
62.5%
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Figure B

Michigan's Transportation Budget

Fifteen Year History
FY 1998-99 through 2012-13 YTD
FY 1998-99 FY 1999-2000 FY 2000-01 FY 2001-02 FY 200203 FY 2003-04 FY 2004-05 FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09 FY 2009-10 FY 201011 FY2011-12 FY 2012-13

State Restricted Funds $1,926,319,100 $1,983,965,200 $2,103,971,100 $2,110,282,600 $2,119,655,300 $2,160,263,600 $2,135,687,300 $2,208,159,900 $2,192,012,700 $2,116,605,000 $2,068,009,200 $1,978,578,800 $1,969,724,400 $2,030,855,700 $2,165,645,300
federal Funds 839,337,800 871,732,000 916,249,625 985,283,900 987,966,100 1,053,086,900 1,132,701,200 1,210,650,300 1,168,679,700 1,200,740,600 2,373,246,800 1,326,578,900 1,589,766,000 1,241,195,200 1,221,830,100
\.ocal/Private/Other Funds 34,665,900 16,209,500 16,252,500 17,259,500 5,800,000 5,800,000 5,800,000 6,100,000 47,500,000 42,850,000 71,624,200 56,453,400 77,837,900 73,886,300 55,712,100
Genersl / al Purpose 500,000 23,000,000
Gross Appropriations $2,800,322,800 52,871,906,700 $3,036,473,225 $3,112,826,000 $3,113,421,300 $3,219,150,500 $3,274,189,100 $3,424,910,200 $3,408,192,400 $3,360,195,600 $4,512,880,200 $3,361,611,100 $3,637,328,300 $3,346,437,200 $3,466,187,500

$5,000

$4,500

Milions
%
g

FY 199899 FY¥ 15992000 FY 2000-04 Y 2001-02 FY 2002-03 FY 201011 V201112 Y 209233
" uate dTonds o Funds e Funds

Neotes:
The above tsble and graph show YTD appropriated funds in annual state transportation budgets di sfers and | approp!
The amounts shown for FY 2012-13 represent the budget, enacted as Article XVII, 2012 PA 2012.
The Increase in federal funds in FYs 2008-09, 2009 10, and 2010-11 was due to funds provided through the t and Recovery Act of 2009 {ARRA}, as follows:

Fiscal Year Appropristad

ARRA Funds

FY 2008-09 912,251,000
FY 2009-10 95,834,400
FY 2010-11 202,706,700
Towml $1,210,792,100

The Local/Private/Other and General Fund/Federal Purpase amounts are tao small to display on the graph.

William E. Hamilton
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Figure C1

Michigan's Transportation Budget - FY 2012-13

Sources of Transportation Revenue

State $.19/gal Gasoline Tax

Less Recreation Improvement Fund
Gasoline Tax Subtotal

State Diesel Fuel Taxes

LP Gas Tax

Vehicle Registration Taxes
Interest/Other

Michigan Transportation Fund Subtotal

Auto-Related Sales Tax

Drivers' License Fees

Transfer from Sales Tax to STF

Transfer from Sales Tax to SAF
Miscellaneous, Interest, Other
Appropriated State Restricted Revenue

Interdepartmental Grants
Federal Funds

Local/Private Funds

General Fund/General Purpose

Total Appropriated Revenue

Notes

Based on Treasury Estimate (2/9/12)

825,500,000 ¥
(16,460,000)

809,040,000
128,500,000
350,000
908,690,000
2,613,000

1,849,193,000 85.39% % of State Restricted Rev.

88,000,000
12,000,000
100,000,000
10,000,000
106,452,300

2,165,645,300 62.48% % of Total Rev.

3,531,900 0.10%
1,221,830,100 35.25%
52,180,200 1.51%
23,000,000 0.66%

$3,466,187,500 100.00%

1. Each 1-cent of the gasoline excise tax will generate $43.4 million in revenue in FY 2012-13.
2. 2% of gasoline excise taxes are appropriated to the Recreation Improvement Fund.

William E. Hamilton
2/21/2013
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Figure D1

Michigan's Transportation Budget - FY 2012-13

As Enacted

Summary of Appropriation by Purpose

Purpose

Debt Service
Administration/Planning/Collection
State Hwy Construction

State Hwy Maintenance

Local Road Agencies

Local Bus Operating

Other Public Transportation
Aeronautics

Total

Total

$240,274,500
300,149,400
961,498,000
273,395,700
1,225,721,300
189,411,900
159,735,000
116,001,700

$3,466,187,500

Percent

6.93%
8.66%
27.74%
7.89%
35.36%
5.46%
4.61%
3.35%
100.00%

This table shows the breakdown of FY 2012-13 transportation appropriations by purpose.

William E. Hamilton

2/21/2013
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Figure D2

Michigan's Transportation Budget - FY 2012-13
As Enacted :
Summary of )-...m..nzmﬁuzos by Purpose

seritii ?na-ﬁo-a)&.:ﬁﬁ
35.36%

Local Bus Operating
5.46%

a5 . Other Public Transportation
, 4.61%

. State Hwy Msintenance
4 7.88%

L 8.66%

2 | 8
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Purpose

Debt Service

Adm/ Planning/Collection
State Hwy Construction
State Hwy Maintenance
Local Road Agencies

Local Bus Operating

Other Public Transportation

Aeronautics
Total

Notes:

Total

240,274,500
300,149,400
961,498,000
273,395,700
1,225,721,300
189,411,900
159,735,000
116,001,700
$3,466,187,500
100.00%

Figure D4

Transportation Budget - FY 2012-13

Percent

6.93%
8.66%
27.74%
7.89%
35.36%
5.46%
4.61%
3.35%
100.00%

As Enacted
*Breakdown by Purpose/Major Program/State and Local Distribution

Highway Programs Public Transportation Aeronautics
State Local State Local State Local
214,539,800 3,261,700 18,580,400 3,892,600
286,304,400 10,103,000 2,474,600 1,267,400
961,498,000
273,395,700
1,225,721,300
189,411,900
56,177,100 103,557,900
8,268,500 107,733,200
$1,735,737,900 $1,239,086,000 $77,232,100 $292,969,800 $9,535,900 $111,625,800
50.08% 35.75% 2.23% 8.45% 0.28% 3.22%
85.82% 10.68% 3.50%

In this table "State" refers to programs under control of the Michigan Department of Transportation.

"Local" refers to programs which involve the transfer of funds to local units of government.

Local units receiving highway program funds include county road commissions, and cities and villages {local road agencies).
Local units receiving public transportation funds include public transit agencies for local bus capital and operating assistance.

In some cases the classification of appropriations for this table as "state" or "local” is the judgment of the HFA analyst.

William E. Hamilton
2/21/2013

*This table shows the breakdown of FY 2012-13 transportation appropriations by purpose, major program, and by state/local distribution
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Sales Tax
$88,000,000
CTF also receives
funds from an
earmark of motor
vehicle related
sales tax

Figure E

FY 2012-13 MICHIGAN TRANSPORTATION FUND REVENUES AND
DISTRIBUTIONS PER 1951 PA 51 (Section 10)
February 2012 ORTA Estimate

MICHIGAN TRANSPORTATION FUND (MTF)

MTF Revenue = $1,865,653,000
Less $16,460,000 to DNR Recreation Improvement Fund
Net MTF Revenue = $ 1,849,193,000

Statutory Grants

MDOT Administration and Planning Rail Grade Crossing $ 3,000,000
$20,749,100 Local Bridge Fund Debt Service $ 3,261,700
> 3¢ of Gas Tax $130,342,100

1/2¢ for State Trunkline Bridges $ 21,723,700
1/2¢ for Local Bridges $ 21,723,700
STF Debt Reduction $ 43,000,000

To Other State Departments
$23,972,100 <
(collection and other support costs)

Comprehensive Transportation Fund Transportation Economic Development Fund
$158,142,100 N . $40,275,000
(10% of net MTF after above deductions)

Industries}

(536,775,000 + $3,500,000 earmarked for Targeted

Statutory Grants
Local Bridge Fund 3 5,000,000 fg——— MTF BALANCE = $1,345,003,500
Local Program Fund $33,000,000 plus
3¢ of Gas Tax $ 130,342,100
Total to Distribute by Formula $1,475,345,600
COUNTY ROAD COMMISSIONS

Total = $598,046,100
39.1 % of MTF Balance $525,896,300
39.1% of 3¢ Gas Tax $ 50,963,800
(Plus $21,186,000 from the Local Program Fund)

CITIES AND VILLAGES
Total = $323,439,300
21.8% of MTF Balance $293,210,700
21.8%of 3¢ Gas Tax  $ 28,414,600
(Plus $11,814,000 from the Local Program Fund)

STATE TRUNKLINE FUND
Total = $641,583,900
39.1 % of MTF Balance $525,896,400
39.1% of 3¢ Gas Tax $ 50,963,800
Plus $22,210,500 from % cent of gas tax for STF bridges
and $43,000,000 for STF debt service

Drivers License Fees

William E. Hamilton
2/21/2013

$12,000,000
The STF also receives
earmark of certain
drivers' license fees.

Redirection of Sales Tax
$100,000,000
From State General Fund

2012 PA 621

FBCAL

2012 PA 225
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MEMORANDUM F'$\£:YA —/

DATE: March 5, 2012
TO: Interested Parties
FROM: William E. Hamilton

RE: Michigan's Return on Contributions to the Federal Highway Trust Fund

Background

on vehicles of over 55,000 Gross Vehicle Weight. Those taxes, which currently generate
approximately $35.0 billion each year, are credited to the Federal Highway Trust Fund — the federal

The Highway Trust Fund includes both a Mass Transit Account and a Highway Account. The
Highway Account Supports federal-aid highway programs. The federal-aid highway program is
typically authorized on a multi-year basis. The current federal authorizing act is called the Safe,
Accountable, Flexible, and Efficient Transportation Equity Act; A Legacy for Users (SAFETEA-LU).

The federal-aid highway program is largely carried out by states in partnership with the federal
government. From one perspective, federal-aid highway funds are made available to states to help
achieve national transportation priorities. From another perspective, the federal-aid highway funds
help support state highway programs and in a sense represent a return to states of transportation tax
revenue.

The amount of federal taxes attributable to each state is estimated by the Federal Highway
Administration (FHWA) using an analytical model. The FHWA publishes a report on the amount of
revenue attributed to each state, as compared to the amount each state receives back through
federal-aid highway programs. The FHWA analysis starts with July 1, 1956 when the Highway Trust
Fund was established to fund construction of the Interstate Highway System.

See http://www.fhwa.dot.qov/policvinformation/statistics/ZO1 O/pdfffe221 pdf

House Fiscal Agency - Anderson House Office Building « P.O. Box 30014 « Lansing, Ml 48909
Phone: (517) 373-8080 » Fax: (517) 373-5874 « Website: www.house.mi.gov/hfa
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For 2010, the most recent fiscal year for which data is available, Highway Trust Fund highway taxes
attributable to Michigan totaled $897.3 million, while federal-aid highway funds apportioned to the
state was $1.164 billion — in other words, for highway taxes contributed to the Highway Trust Fund,
Michigan received 130% back in federal highway program funds. This is due to the situation
described above ~ Congress is distributing more for the program than is supported by highway tax
revenue.

The alternative way to calculate Michigan's rate of return is to compute Michigan's apportionment
divided by the apportionment to all states, then to divide that percentage by the Michigan's
percentage contribution to the Highway Trust Fund, i.e. Michigan's contributions divided by the
contribution of all States. Computed in this manner, Michigan's 2010 relative rate of return is only
90.0%.

Cumulatively, from 1957 through 2010, federal transportation taxes attributable to Michigan total
$25.285 billion, while the state has received $24.561 billion in program funds — a rate of return of
97%.

Based on FHWA data sheets, Michigan's 2010 computed rate of return, 130%, is 41st out of 50
states, and its cumulative rate of return since 1957 is 97% — 46th out of the 50 states.

Additional information on this subject is available from a Government Accountability Office report
dated September 2011, "Highway Trust Fund — All State Received More Funding than They
Contributed in Highway Taxes from 2005 to 2009." http://lwww.gao.gov/new.items/d11918.pdf

For a discussion of the use of federal General Fund revenue in the Highway Trust Fund, see "The
Other Highway Funding Crisis," July 17, 2009, Brookings Institution website.

http.//www brookings.edu/opinions/2009/0717 _transportation puentes.aspx

Federal Transit Programs

The Equity Bonus, and the discussion of each state's rate of return on contributions to the Highway
Trust Fund, apply only to federal-aid highway programs. There is no minimum rate of return for
federal transit programs and little discussion of each state's rate of return relative to Mass Transit
Account of the Highway Trust Fund. Expenditures from the Mass Transit Account of the Highway
Trust Fund averaged $5.7 billion from 2003 to 2010; they were $7.3 billion and $7.4 billion in 2009
and 2010, respectively.

Although there is not a rate of return figure for transit programs, it is understood that historically,
Michigan’s share of federal transit program funding has been relatively low. This is due, in part, to the
federal transit program'’s bias towards urban light rail systems. With regard to public transit, Michigan
has been exclusively a bus state.

House Fiscal Agency 3 3/13/2012
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HOLst L Mary Ann Cleary, Director
FI CA P.0. Box 30014, Lansing, Ml 48909-7514
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AGENCY

Federal-Aid Highway Funds in the State Transportation Budget

William E. Hamilton, Senior Fiscal Analyst

Executive Summary

Federal aid provides approximately $1 billion each year for state highway programs. Federal funds support
over one-half of the Michigan Department of Transportation's state trunkline road and bridge program.

In recent years, the state's ability to access federal-aid highway funds has been at risk due to a shortfall in
required state matching funds. The potential loss of federal funds, and the identification of state sources of
matching funds, was the focus of both FY 2010-11 and FY 2011-12 budget deliberations. The Michigan
Department of Transportation's 2012-2016 Five-Year Transportation Program indicates that, beginning in FY
2012-13, the annual shortfall in matching funds will be between $75 million and $100 million, resulting in a
potential annual loss of $440 million to $600 million in federal aid.

Several options have been implemented, or proposed, for obtaining funds needed to match all available
federal aid, including use of toll credits, use of Canadian funds related to the proposed NITC project,
expanding local road agency access to federal-aid program funds, and use of state General Fund revenue for
state transportation programs. While these four options may help to maintain baseline levels of
transportation funding; they would not increase baseline transportation revenue or address structural
problems in state transportation funding.

A bill package intended to address larger structural transportation funding issues was introduced in both the
Michigan House and Senate on January 26, 2012. House Bill 5289 would increase Motor Fuel Tax revenue;
House Bill 5300 would increase Michigan Vehicle Code registration tax revenue. Together these two bills
would increase dedicated transportation revenue by over $1 billion annually. While not necessarily targeted
at providing matching funds, passage of these bills would provide sufficient state funds to match all available
federal-aid highway funds.
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Graph 1
Michigan Federal-Aid Transportation Funds
As Appropriated
FY 1997-98 through FY 2011-12
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Graph 2
Michigan Federal-Aid Highway Funds
Actual Expenditures/Revenue Earned
FY 1996-97 through FY 2010-11
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In addition to these six core apportioned programs, SAFETEA-LU provides additional funds to some states based on
equity considerations. This additional funding, intended to bring "donor states" up to an established minimum rate
of return on imputed contributions to the Federal Highway Trust Fund, is called the "Equity Bonus." The six core
apportioned programs, plus the Equity Bonus, represent approximately 85% of total highway authorizations in
SAFETEA-LU, $164.5 billion over the original five-year SAFETEA-LU authorization period.

A number of smaller programs and subprograms are also authorized in SAFETEA-LU. Smaller apportioned programs
include the National Corridor Infrastructure Improvement Program, and Safe Routes to Schools. Certain required
state planning activities are funded through "takedowns" from the larger core programs: Statewide Planning and
Research (SPR) is funded from a 2% takedown from funding apportioned to the six core programs; Metropolitan
Planning is funded from a 1.25% takedown from core programs, as well as an authorization in the Transit title of
SAFETEA-LU. The Transportation Enhancements Program is funded from a set-aside from the larger STP core
program.

In addition to these apportioned programs, which are distributed by formulas established in SAFTEA-LU, some federal
aid programs are allocated based on criteria established in the authorizing legislation or in appropriations acts. Many
of these program funds are subject to Congressional earmarking. Under SAFETEA-LU, one of the largest of these
allocated or discretionary programs, High Priority Projects, had been effectively a program of Congressional
earmarks.

Federal law (23 USC) defines how categorical program funding can be used, i.e. the specific activities and projects
that are eligible for program funding. Federal law also directs the sub-allocation of some program funds within the
state based on population or other criteria. For example, 23 USC 133 directs that a portion of STP program funds be
sub-allocated geographically within the state based on population — in part to urbanized areas over 200,000
population and in part to other areas. Other examples of these programmatic or distribution requirements include:
the requirement that not less than 15% of federal bridge funds must be spent on "off-system" bridges; and the
apportionment of CMAQ funds based on regional air quality measures, typically within urban areas of the state.

The requirements of federal law effectively create two "templates" which guide the distribution of federal-aid
highway funds within the state: a programmatic template reflecting categorical program requirements, and a
template reflecting geographic/population distribution requirements. In addition to these two federal "templates,"
state law also provides for a third guidance template — the distribution of federal funds by jurisdiction.

Allocation of Federal Highway Funds Between

the State and Local Road Agencies

Generally speaking, the federal-aid highway program provides funding only for capital projects, and related planning
activities. Federal funds cannot be used for routine or reactive maintenance, or for general administrative functions.
In addition, federal funds are generally only available for roads and streets of a certain "functional classification."
Broadly speaking, the program supports major roads and streets but not subdivision streets or local rural roads.
Roads meeting these federal requirements are referred to as "federal-aid eligible" or "on the federal-aid system."

Federal-aid highway funds are made available to states, and state highway agencies are responsible for administering
the programs in accordance with federal requirements. However, not all federal-aid eligible roads in Michigan are
under state jurisdiction; a large number of federal-aid eligible roads are under the jurisdiction of local road agencies —
county road commissions, cities, and villages.

Of 119,570 total road miles in Michigan, 33,504 are on the federal-aid system. Of these 33,504 federal-aid system
miles, 9,681 are under state jurisdiction (state trunkline highways), and 23,823 are under the jurisdiction of local road
agencies. The share of federal-aid eligible roads under state jurisdiction in Michigan, 29%, is quite low compared to
other states.
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In effect, the state and local agencies earn federal aid over the course of each year as eligible costs, such as
contractor payments, or related engineering labor, benefits, and equipment, are incurred and billed to federal
participating project accounts through the department'’s federal-aid billing system.

In order to be eligible for federal aid, projects must be developed through a federally-mandated planning process.
The broad statewide planning requirements are defined in 23 CFR Subchapter E, "Planning and Research." Project-
specific planning requirements are contained in 23 CFR Subchapter H "Right of Way and Environment."

In order for specific projects to be eligible for federal funding, they must first be included in the Statewide
Transportation Improvement Program (STIP) or the Transportation Improvement Programs (TIPs).

In urbanized areas, the TIPs, which include both state trunkline and local federal aid projects, are prepared under the
guidance of the applicable Metropolitan Planning Organization (MPO). In non-urban areas, the Michigan Department
of Transportation develops state trunkline projects for inclusion in the STIP. Rural task forces select local federal-aid
projects outside of MPO boundaries. Rural task forces are ad-hoc committees comprised of local road and transit
agencies within certain designated regions. There are 22 rural task force regions in Michigan.

The STIP/TIP development process requires the participation of local public officials.

The STIPs and TIPs are fiscally constrained; they are not a wish list of projects. The TIPs and STPs are developed from
estimated available federal program revenue (based on SAFETEA-LU authorization limits), and estimated non-federal
matching revenue, available for the four-year planning horizon. The amount of actual federal revenue available for
the state and local agencies for an upcoming fiscal year is based on the amount of federal aid obligation authority
made available to states. Once a project is on the TIP or STIP, it can proceed to design and construction, subject to
actual available federal revenue, actual available state or local matching revenue, and project-specific planning
considerations.

The Michigan Department of Transportation provides administrative support and guidance to local agencies to
ensure that the development of local federal-aid projects follows federal requirements. In addition, the department
advertises and awards local federal-aid project construction contracts on behalf of local road agencies; local federal-
aid projects follow the same competitive bidding process as state trunkline projects. Contractor payments and other
local project costs are processed through the department's contractor payment and federal-aid billing systems.

Ty Yoy

ederal Aid Highway Funds Relation

to the State Budget

The activities related to the allocation federal aid and the planning of federal-aid projects are generally independent
of the state appropriations process. Federal-aid highway funds shown in the annual state transportation budget are
based on Michigan Department of Transportation estimates of available federal obligation authority; the actual
amount is often not known during budget development — it may not be known until well into the state fiscal year.

Article IX, Section 17 of the Michigan Constitution indicates that no funds may be spent from the state treasury
except by appropriation. The annual state budget simply provides to the Michigan Department of Transportation the
authority to spend federal funds. The budget does not determine the amount of federal funds available to spend or
the allocation by program category. Similarly, the state budget recognizes the federal funds available to local road
agencies through an appropriations placeholder, Local federal aid construction. This appropriation does not
determine the actual amount available to local agencies or direct the suballocation to particular local agencies.

%
fiscal forum: Federal-Aid Highway Funds in the State Transportation Budget Page 7
House Fiscal Agency February 2012




g afied

210z Aserugad

FEDERAL AID TO HIGHWAYS PROGRAM - MICHIGAN, FY 2011

Total* $1092.6 Million

_A A = { A ik

Al h
I I |

v VI VT vVvT ¥ = v t .+.

Highway Rall || Coordinated Safe State
National Surface Metro Rec.
CMAQ Border Routes to Plann|
Hwy System || Trans. || TV | e B e | il rresdd At Arv.!.._.a —v#u__.
: $8.2

$30.7 $6.5 $20.6 $10.558) [§58:2

196png uopeuodsuel] e)els oyl u| spung AemyBiH ply-|eiapad WINIOF [BOS])

Aouaby [easi4 asnoH

State law requires that the sum of local
federl aliocations be 25% of Total funds,
less CMAQ, Enhance, Bridge, and Demo (&
mid-year aliocations).

Detrot 8832 _’é 1

T | MDOT | | SmMPO | |Sm.utban

Lansing e | MDOT | | Local $86.3 $212 | $9.2 Category C
Ann Atbor s | $178 || $1.3 i $9.2
Bouth Bend (MI) $08

Toledo (M) $04

MDOT Statewide Planning Division

A

Equity
Bonus
$61.4




State Matching Funds and the Potential

Loss of Federal Aid

Most federal-aid transportation programs require a non-federal match. The amount of required matching funds
varies by program. The Interstate Maintenance program requires only a 10% non-federal match; federal funds
support 90% of eligible Interstate Maintenance costs. Most federal-aid highway programs, including the largest
programs (STP, NHS, HBRRP) require a 20% non-federal match. For projects under the jurisdiction of the Michigan
Department of Transportation, the non-federal matching funds are typically provided from the state-restricted State
Trunkline Fund (STF). For projects on roads under local jurisdiction, the non-federal match is typically provided from
the local agency's distribution of Michigan Transportation Fund (MTF) revenue.

In its 2008-2012 Five-Year Transportation Program, the department first publically identified a shortfall in state funds
needed match all available estimated federal aid. The department indicated that starting in FY 2009-10 it would not
be able to match all available federal aid.

The potential loss of federal funds, and the identification of state sources of matching funds, were the focus of both
FY 2010-11 and FY 2011-12 state transportation budget deliberations. In development of the FY 2010-11 budget, the
department had indicated that it would be $84.0 million short of state funds needed to match all available federal
funds. The identified shortfall in FY 2011-12 was $147.0 million. In both fiscal years the shortfall, as a budgetary
issue, was resolved — primarily through short-term or one-time savings or fund shifts, including reductions in state
trunkline maintenance, deferral of capital outlay projects, and use of toll credits.

The FY 2010-11 budget also assumed the sale of $40 million short-term notes to match federal aid. The department
was able to match federal funds in FY 2010-11 without selling notes. However, in December 2011, the department
sold $91.0 million in State Trunkline Fund bonds, of which $40.0 million was designated for matching federal funds in
the state trunkline construction program.

The department's 2012-2016 Five-Year Transportation Program indicates that beginning in FY 2012-13, the annual
shortfall in STF matching funds needed for the state trunkline highway program will be between $75 million and $100
million, resulting in a potential annual loss of $440 million to $600 million in federal aid.

The reduction in state funds available to match federal funds is primarily the result of two factors: the reduction in
STF revenue, and the increase in STF-related debt service. Both these factors date from 2004.

The STF receives most of its revenue from a distribution from the Michigan Transportation Fund (MTF) — the state's
primary collection and distribution fund for state restricted motor fuel tax and vehicle registration tax revenue. MTF
revenue peaked in 2004 at $2.065 billion and declined each year through FY 2009-10. FY 2009-10 MTF revenue of
$1.840 billion was $225 million less than the FY 2003-04 peak. The STF share of MTF revenue correspondingly
declined, from $747.8 million in FY 2003-04 to $630.4 million in FY 2009-10, a decline of $117.4 million.*°

The second factor affecting STF revenue available for matching federal aid-highway funds was the increase in STF-

related debt service. In FY 2003-04 STF supported debt service was $43.8 million. By FY 2010-11 STF supported debt

service had increased to $145.5 million. The increase in debt service reduces the amount available for current year
11

programs.

The shortfall figures used in the department's Five Year Transportation Program documents represent the
department's best estimates of both federal program funding and available state matching funds at a point in time.

1% see House Fiscal Agency website for a rolling analysis of MTF revenue and distribution.
11 5ee HFA memo State Transportation Borrowing and Debt Service [54K], April 22, 2010.
- — —  — _ __ __ __ _______________________________________ _ _________________ _______________ _____ ____ __ _____]
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1995 through 2003, and 2008. However, because the state did not meet MOE requirements, toll-financed
expenditures made in FY 2003-04 through FY 2006-07, and FY 2008-09, could not be recognized for use as toll credits.

The department initially used toll credits primarily to match federal transit grants for local transit agencies. However,
as part of the FY 2010-11 budget agreement, $11 million in toll credits were designated for matching federal-aid
highway funds in state trunkline construction program.

Federal law allows the recognition of capital investments made at private toll facilities in calculating a state's toll
credits. However, the state, (not the toll facility) still has to meet the federal MOE requirements. In addition, the
private toll facility has to identify toll-financed capital expenditures. Prior to 2011, neither the Ambassador Bridge, a
private toll facility owned by the Detroit International Bridge Company (DIBC), nor the Detroit-Windsor Tunnel, were
included in the state's toll credit calculation.*®

In 2011, the department and DIBC came to an agreement which allowed the third party review of DIBC records in
order to include DIBC capital expenditures in the department's toll credit calculation. The review identified $50.6
million in toll credits related to DIBC 1998, 2001, 2002, 2003, and 2008 toll-financed capital expenditures. On May
18, 2011 the FHWA approved the department's request to use these private facility toll credits for non-federal match
for either federal-aid highway programs or federal transit programs. These toll credits were recognized in the FY
2011-12 budget agreement as a source of matching funds for federal-aid highway funds appropriated in the FY 2011-
12 state transportation budget.

Also in 2011, the department and the Detroit-Windsor Tunnel Company came to an agreement which allowed the
recognition of that company's toll-financed capital expenditures for years 1994, 1996, 1997, 1999, and 2008 in the
department's toll credit calculation. In December 2011, the FHWA approved $5.8 million in toll credits related to the
Detroit-Windsor Tunnel.

Toll credits are a soft match and not real money. Construction contractors on projects cannot be paid in toll credits.
In addition, toll credits do not increase total federal funds available to a state. The amounts apportioned to the state
according to federal program requirements remain the same. To illustrate: If total federal aid apportioned to the
state was $800 million, the state could fund ten $100 million projects using 80% federal aid and 20% non-federal
matching funds. If non-federal matching funds were not available, and the state generated enough in toll credits, the
state could fund eight $100 million projects with federal funds providing 100% of project cost. In both cases, the
total federal aid to the state is $800 million. However, in the first instance, the state would have a $1.0 billion
construction program; in the second, only an $800 million program.

Toll credits should be considered a short-term or one-time financing mechanism, and not a solution to the state’s
structural transportation funding problems. Because there is no assurance that the state will continue to meet MOE
requirements, there is no assurance that the state will continue to earn toll credits for matching future federal aid.

In addition, the amount of toll credits earned over the last ten years have been substantially less than the $75 million
to $100 million annual shortfall in matching funds identified in the 2012-2016 Five Year Transportation Program.

Y

Options for Matching Federal-Aid Highway

Funds — Canadian Contribution to NITC Project

In his 2011 State of the State message, Governor Rick Snyder announced that the Canadian government had agreed
to provide up to $550 million (U.S.) to cover costs that would otherwise be borne by the state of Michigan in relation

BIna January 27, 1994 |etter, the Michigan Department of Transportation requested information from the DIBC on toll-financed
capital expenditures in order to include that information in its toll credit calculation. The department and the DIBC did not come
to an agreement on sharing this information until 2011.
S ——"
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Options for Matching Federal-Aid Highway

Funds - Increased Local Federal Aid Program

The discussion of the shortfall in matching funds and the potential loss of federal-aid highway funds has been
focused on the state trunkline road and bridge construction program. Some have suggested that if the state is
unable to identify matching funds for its program, rather than lose federal aid, local agencies should be given access
to additional federal-aid highway funds. This appears to be the intent of House Bill 4739 (Rep. Knollenberg) which
would allow local jurisdictions an increased share of federal-aid highway funds beyond the 23% to 27% currently
mandated by 1951 PA 51.

Increasing local road agency access to the state's federal aid program would shift limited transportation funds from
the state trunkline system to the local road system. However, it is not clear that local agencies could access
additional federal aid. Many local road agencies have indicated that they are having trouble providing the non-
federal match for the current local federal aid program, and it appears unlikely that local road agencies could provide
the additional $75 million to $100 million shortfall identified in the department's Five Year Transportation Program.
In addition, some federal-aid funds are available only to the Michigan Department of Transportation; local road
agencies do not have the ability to access Interstate Maintenance program funds.

e me—— Ry

Options for Matching Federal-Aid Highway

Funds - Use of General Fund Revenue

Some have suggested the use of state General Fund revenue to provide the matching funds needed to access all
available federal-aid highway funds. Two bills introduced in the 2011-2012 Legislative Session, House Bill 4521 (Rep.
Agema), and Senate Bill 351 (Sen. Proos) would redirect the General Fund portion of the sales tax applicable to motor
fuel sales to transportation funds. House Bill 4521 would redirect an estimated $83.1 million to $112.7 million from
the state General Fund to transportation funds.

If the General Fund portion of the sales tax applicable to motor fuel sales were targeted for the state trunkline road
and bridge program, it could provide roughly the amount of the shortfall identified in the department's Five Year
Transportation Program — $75 million to $100 million. However, if the funds were allocated between the state
trunkline system and local road agencies in accordance with the current distribution formulas of 1951 PA 51, the
amount credited to the STF would range from $29 million to $39 million — well short of the needed matching funds
identified by the department.

The Governor's proposed FY 2012-13 transportation budget includes $96.0 million in state General Fund revenue to
address the match problem with regard to federal-aid highway funds, and an additional $23.0 million General Fund
appropriation to match federal transit grants. The Governor's budget designates these proposed appropriations as
"one-time."

Historically, state General Fund revenue has not been routinely appropriated for state transportation programs. To
the extent that revenue from fuel taxes and vehicle registration taxes is constitutionally restricted for transportation,
there has been a "firewall" between transportation funds and the state General Fund - a firewall recognized in
Section 10 of 1951 PA 51 which prohibits the credit of state General Fund revenue to the MTF. In addition, use of
General Fund revenue would have to be offset with reductions in baseline General Fund programs.

. . _ ______ ______________ ___ ___ ______________ ______ ________________________________________]
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FIGCAL—

DATE: February 6, 2012

TO: Interested Parties
FROM: William E. Hamilton
RE: Motor Fuel Taxes, Sales Tax on Motor Fuels, and Tax Collection (Updated)

There are several separate taxes on gasoline and diesel motor fuels purchased or consumed in
Michigan. These taxes are included in the price of fuel purchased "at the pump.” This memo
provides background information on taxes imposed on motor fuels in Michigan.

Motor Fuel Tax — The state of Michigan imposes a 19-cent per gallon excise tax on gasoline used in
motor vehicles. This tax is established in the Motor Fuel Tax Act (2000 PA 403). The tax rate was
last changed in 1997 when the rate was increased from 15 cents per gallon to the current 19-cent per
gallon rate. The motor fuel tax on gasoline is expected to generate over $839 million for
transportation in FY 2010-11 and represents approximately 45% of the state funds in the state
transportation budget.

The state also levies a 15-cent per gallon tax on diesel motor fuel. The tax on diesel motor fuel is
established in two different acts: the Motor Fuel Tax Act, and the Motor Carrier Fuel Tax Act (1980 PA
119). The tax under the Motor Fuel Tax Act is effectively a tax on diesel fuel consumed in Michigan
and purchased in Michigan; it is included in the pump price paid by diesel-powered passenger cars,
and commercial diesel-powered trucks that never leave the state of Michigan. Interstate motor
carriers are taxed for fuel consumed in Michigan under the Motor Carrier Fuel Tax Act, whether they
purchase fuel in Michigan or not. Together the two diesel fuel taxes generated $125.3 million in fuel
tax revenue in FY 2010-11.

Revenue from the motor fuel taxes is dedicated by the 1963 Michigan Constitution for transportation
purposes. Revenue from these taxes is first credited to the Michigan Transportation Fund (MTF) and
is then distributed to other funds and programs according to a formula established in Public Act 51 of
1951.

Federal Excise Tax — In addition to Michigan's 19-cent per gallon gasoline excise tax, the federal
government levies an 18.4 cent per gallon gasoline excise tax, and a 24.4 cent per gallon diesel fuel
excise tax. These taxes are earmarked for the Federal Highway Trust Fund which is distributed to the
states for highway and public transportation programs.

Michigan Sales Tax — Michigan is one of several states to impose a sales tax on motor fuel sales, in
addition to motor fuel excise taxes.! Sales of motor fuels are subject to the state's 6% sales tax on
retail sales, established in the General Sales Tax Act (1933 PA 167). The tax base for the sales tax
on gasoline sales is the motor fuel retail price, including the federal excise tax, but not including the
state motor fuel excise tax. A table showing the calculation of the taxable base for sales tax on
gasoline at selected price points is included at the end of this memo.

! Several states also allow for local motor fuel taxes; Michigan does not.

House Fiscal Agency * Anderson House Office Building » P.O. Box 30014 « Lansing, M| 48909
Phone: (517) 373-8080 « Fax: (517) 373-5874 « Website: www.house.mi.gov/hfa
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Moving the collection point to the fuel supplier was intended to make the collection of these taxes
much more efficient. It is much easier for the Michigan Department of Treasury to collect from and
audit a relatively small number of large fuel suppliers than several thousand retail service stations.

Section 14 of the Motor Fuel Tax Act allows suppliers to deduct 1.5% of the gasoline quantity from
taxation to allow for "the cost of remitting the tax." This tax expenditure equates to approximately
$12.4 million per year. The deduction had been 2% of the gasoline quantity prior to the enactment of
Public Act 83 of 1997 (the amending act that increased the tax from 15 cents per gallon to 19 cents).
Prior to 1997 amendment, this deduction had been described in the Motor Fuel Tax Act as an
"evaporation and loss allowance."

Section 14 also requires a wholesaler or supplier to pay or credit to the retailer one-third of the
deduction on quantities of gasoline sold to the retailer.

How Taxes are Collected — Sales Taxes on Gasoline

With regard to the sales tax, the Michigan Department of Treasury sets a prepaid gasoline sales tax
rate. This tax is collected from the gasoline supplier or importer at the time fuel is sold to a
wholesaler. As a result, estimated sales tax is included in the price paid by the wholesaler and, in
turn, the retail service station. The retailer is credited for the amount of prepaid sales tax at the time
he or she prepares a monthly sales tax report. If the retailer had effectively prepaid $10,000 in sales
tax, as included in the price charged by the wholesaler, and the retailer's actual total tax liability for the
month was $11,000, the retailer would remit only the $1,000 balance to the Department of Treasury.
Conversely, if the retailer's actual tax liability were less than the amount of pre-payment, the retailer
would be entitled to a credit.

The pre-payment provisions of the General Sales Tax Act with regard to the sales tax levied on
gasoline sales were first established under 1983 PA 244, which amended the act by adding a new
section, Section 6a. The legislative analysis at that time indicated that the amending legislation was
intended to make it harder for unscrupulous gasoline retailers to undercut tax-compliant retailers by
not charging sales tax.

In 2008, Section 6a of the General Sales Tax Act was amended by 2008 PA 556 (Senate Bill 881).
Prior to enactment of Senate Bill 881, the law had required the Department to determine the
prepayment rate at least annually, or every six months if the statewide retail price of a gallon of self-
serve unleaded regular gasoline had changed by 10.0% or more during the six-month period. Senate
Bill 881 required the Department to determine the prepayment rate every three months unless it
determined that the statewide average retail price for self-serve unleaded regular gasoline had
changed less than 10.0% since the establishment of the rate. It is our understanding that the change
effected by Senate Bill 881, to increase the frequency of adjustments to the gasoline pre-payment
sales tax rate, was intended to help reduce tax overpayments and underpayments.

House Fiscal Agency 3 February 6, 2012
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FISCAL
1 AGENCY William Hamilton, Senior Fiscal Analyst

February 21, 2013
Financing Michigan's Transportation Network
The State Transportation Budget and Beyond

Introduction

Michigan residents rely on a safe and efficient transportation network for many reasons - to
commute to work and school, for entertainment and social connections, to access medical services.
Transportation is also a critical part of the state economy. Transportation and warehousing, as a
stand-alone segment of the economy, represents $9.5 billion of Michigan's $385.2 billion Gross
Domestic Product, and accounts for 105,400 direct jobs out of total non-farm employment of 4.0

This publication, Financing Michigan's Transportation Network, will describe the major programs
funded through the transportation budget and the revenue sources supporting the budget. In
addition, the publication will examine the history of actual transportation funding - as opposed to
budgeted figures. The publication will also discuss current transportation funding issues.

! Gross Domestic Product figure from Bureau of Economic Analysis for 2011; employment data (preliminary) for December 2012
from the Bureau of Labor Statistics.
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State Transportation Budget Overview — Revenue

Gross Appropriations in the FY 2012-13 transportation budget total $3.466 billion.* There are two
major fund sources in the budget. Approximately 62% of the appropriated revenue comes from
state restricted funds, and approximately 35% from federal aid. See Figure A

Gross Appropriations for FY 2012-13, and the relative share of state restricted and federal funds in
the budget, are representative of the fifteen-year average for the fiscal years FY 1998-99 through FY
2012-13. See Figure B

The state restricted revenue in the transportation budget is primarily from constitutionally
restricted revenue sources — motor fuel taxes and vehicle registration taxes. In FY 2012-13 these
two taxes account for 85.4% of appropriated state restricted revenue. The use of this
constitutionally restricted revenue is largely directed by statute — Public Act 51 of 1951 ("Act 51").

State General Fund/General Purpose (GF/GP) revenue has generally not been used as a fund source
in the transportation budget. However, the FY 2011-12 and the FY 2012-13 budgets included
$500,000, and $23.0 million in GF/GP revenue, respectively. In both instances, the GF/GP
appropriation was identified as one-time.?

See Figures C1 and C2 for a breakdown of FY 2012-13 appropriated revenue.

State Transportation Budget Overview — Major Programs
There are three major program areas in the transportation budget: Highway Programs, Public
Transportation Programs, and Aeronautics Programs.

Highway Programs support construction and preservation of the state trunkline highway system,
and the road and street systems of local road agencies.

Public Transportation Programs provide capital and operating assistance to local public transit
agencies, and support for rail freight, rail passenger, and intercity bus passenger programs.

Aeronautics Programs as represented in the budget include appropriations for the federal Airport
Improvement Program, a program of capital assistance to eligible airports, as well as support for the
Michigan Department of Transportation's Office of Aeronautics. State Aeronautics programs are
governed by the State Aeronautics Code of 1945.

See Figures D1, D2, D3, and D4 for a breakdown of the FY 2012-13 budget by purpose and by major
program category, including a breakdown by "state" or "local" designation. As shown in Figure D3,
almost half of the budget represents funding either distributed directly to local units of
government, or for the primary benefit of local units of government.

*The FY 2012-13 transportation appropriations were contained in budget bill, House Bill 5365, enacted as Article XVII of 2012
PA 200. The budget was developed from revenue estimates made in February 2012.

® There are some other, relatively small, revenue sources in the transportation budget, including funds provided by other state
departments (Interdepartmental Grants), as well as local and private revenue. The local revenue appropriated in the budget
represents local road agencies' share of certain state trunkline highway construction projects and local transit agencies' share of
some transit capital projects. In addition, $100,000 in private revenue was appropriated in FY 2012-13 as a fund source for rail
infrastructure programs.

House Fiscal Agency 3 2/21/2013
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Act 51 and the Distribution of State and Federal Transportation Funding

State restricted Revenue

As previously noted, state restricted revenue represents the largest fund source supporting the
transportation budget — $2.165 billion in FY 2012-13. Of this, the largest share, $1.865 billion, has
as its ultimate source motor fuel taxes and vehicle registration taxes.

Motor fuel and vehicle registration tax revenue is restricted for transportation purposes by Article
IX, Section 9 of the 1963 Michigan Constitution.

Those constitutional provisions are implemented through Michigan statue — Public Act 51 of 1951
(Act 51). Revenue from motor fuel taxes and vehicle registration taxes is first credited to the
Michigan Transportation Fund (MTF) and then distributed to the following primary recipients in
accordance with the provisions of Act 51.

> To the Comprehensive Transportation Fund (CTF) for public transportation programs,
including capital and operating assistance to 79 local public transit systems

> To the State Trunkline Fund (STF), for construction and preservation of the state
trunkline system, and administration of the Michigan Department of Transportation
(MDOT)

> To 83 county road commissions for the preservation of county road systems
> To 533 cities and villages for the preservation of city and village street systems

Act 51 also earmarks MTF revenue for certain targeted transportation funds and categorical
programs: the Transportation Economic Development Fund (TEDF), the rail grade crossing account,
and the Local Bridge Fund. See Figure E

Federal Revenue

In addition to state restricted revenue, the state transportation budget includes $1.2 billion in
appropriations from federal sources. Except for $94.1 million appropriated for the federal Airport
Improvement Program, the federal funds in the transportation budget represent federal "surface
transportation” programs - highway, public transit, and rail programs.  Federal surface
transportation funds are made available to the state through the multi-year federal-aid
authorization programs.

The current federal surface transportation authorization act, signed into law by President Obama on
July 6, 2012, is titled Moving Ahead for Progress in the 21st Century (MAP-21). MAP-21 authorizes
federal highway, transit, and rail programs for a 27-month period ending September 30, 2014.

MAP-21 makes federal funds available to state departments of transportation through three U.S.

Department of Transportation (DOT) agencies: the Federal Highway Administration (FHWA), the
Federal Transit Administration (FTA), and the Federal Railroad Administration (FRA). Federal

House Fiscal Agency 5 2/21/2013
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Figure F

_Michigan Road Jurisdictions

Route Miles Vehicle Miles
Miles % of Total Traveled % of Total
State Trunklines 9,654 8.0% 48.7 billion 51.4%
County Roads 89,469 74.4% 30.0 billion 31.6%
City/Village Streets 21,177 17.6% 16.1 billion 17.0%
Total 120,300 100.0% 94.8 billion 100.0%

Source: 2011 data from MDOT Bureau of Transportation Planning, Asset Management Division

e Michigan Bridges

Structures Deck Area* Average Daily Traffic
State Trunkline 4,406 40.3% 4,619,000 74.2% 73,500,000 81.0%
County Roads 5,674 52.0% 1,132,000 18.2% 12,100,000 13.3%
City and Village 840 71.7% 471,000 7.6% 5,200,000 5.7%
Total 10,920 100% 6,222,000 100% 90,800,000 100%

*Deck area is in square meters.

Source: MDOT Bridge Operation Unit, National Bridge Inventory data as of February 2013.
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There are in fact a number of registration taxes. Sections 801 through 810 of the Michigan Vehicle
Code establish a number of different registration tax categories, with different tax bases and
different tax rates. The applicable tax for any vehicle is a function of a number of factors — vehicle
model year, the list price of the vehicle, the weight of the vehicle, the use of the vehicle, and, in
some cases, some characteristic of the vehicle owner.

The registration tax on cars and light trucks is based on the manufacturer's list price of the vehicle.
Revenue from this ad valorem tax has tended to increase as vehicle list prices increased. The
registration tax on certain commercial trucks is based on elected gross vehicle weight.

The complexity of the current registration tax system makes it hard to estimate the impact of any
proposed changes to tax rates. The complexity also increases opportunities for tax-avoidance,
increases administrative errors, and increases the administrative costs of collecting the tax.2©

Impact of Reduced MTF Revenue ~ Reduced MTF revenue results in reduced amounts credited to
recipients of MTF funding — the STF, local road agencies, and public transportation programs. For
some local road agencies, reduction in total MTF revenue has been aggravated by the effects of the
internal MTF distribution formula, i.e. the provisions of Sections 12 and 13 of Act 51 that allocate
MTF revenue among the 83 county road commissions and 533 cities and villages, respectively.

While the total MTF distribution to local road agencies in FY 2011-12 was $48.7 million less than it
was in FY 2006-07, 163 of the 616 road agencies, approximately 26%, received more in MTF funding
than they had five years previously. Similarly, the FY 2011-12 MTF distribution to local road
agencies was $13.4 million less than FY 2001-02, yet 325 agencies, over 53%, received more in MTF
funding than they had ten years earlier. To the extent that some local agencies receive
proportionately more of the MTF distribution, other agencies receive proportionately less.

The impact of the internal formula is most apparent when the FY 2011-12 MTF distribution is
compared to the FY 1996-97 distribution, the year prior to the full impact of the 1997 revenue gas
tax increase. The total MTF distribution in FY 2011-12 was $172.4 million more than the FY 1996-97
distribution, but five road agencies received less from the MTF than they had fifteen years
previously; Wayne County received $600,000 less; the city of Detroit received $305,664 less.'!

Ability to Match Federal Funds, Revenue Issue #2,

While there has not been a decline in the amount federal aid available to the state, there has been
recent concern about the state's ability to provide matching funds. Most federal-aid highway
programs, including the largest categorical programs, require a 20% non-federal match. For state
trunkline projects under the jurisdiction of the Michigan Department of Transportation, the non-
federal matching funds are typically provided from the STF.

195ee Office of Auditor General Audit 231-0200-08, May 2009, Performance Audit of the Michigan Secretary of State, Cash
Receipts and Branch Office Customer Service. http://audgen.michigan.gov/finalpdfs/08 09/r231020008.pdf

inpy 1996-97, Wayne County received 11.9% of the MTF distribution to county road commissions; in FY 2011-12, Wayne
County received 9.7%. In FY 1996-97, the MTF distribution to all the road agencies in Wayne County, both county government
and all the cities and villages within the county, represented 19.4% of the total MTF distribution to local road agencies; in FY
2011-12, Wayne County road agencies received only 16.7% of the MTF distribution to local road agencies.
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Preservation of the State Infrastructure, Revenue issue #3

While there js concern about the long-term decline in the Primary state source of dedicated
transportation revenye (motor fuel taxes and vehicle registration taxes), and the immediate
problem of matching federal revenue, the real question is whether baseline levels of state and
federal revenues are sufficient to achieve statewide transportation goals.

Performance Measure - System Preservation
In 1997, the State Transportation Commission adopted pavement and bridge condition
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